










members through the company's practices, procedures and rewards systems deployed

and is indicative of the way the business runs itself on a daily and routine basis.
Scheider et al. (1996) define four dimensions of climate: nature of interpersonal
relationship, nature of hierarchy, nature of worh focus of support and rewards.

Leadership style also influences innovation. There is a consensus that a democratic,
participative leadership style is supportive to creativity, whereas more autocratic styles
are likely to diminish it. Leader's vision is a key factor when managing creative
individuals. Vision represents shared values and provides meaning. It reflects what the
company's future could and should be. Leaders must effectively communicate a vision
through any available formal and informal channel of communication and constantly
encourage employees to be creative. The vision must be communicated from the highest
!o the lowest levels of management. The leaders should possess the ability to constitute
effective work groups. Work groups should reflect a diversity of skills and consist of
individuals who trust-and communicate well with each other, challenge each other's
ideas in constructive ways and are mutually supportive. Leaders should be able to
balance employees' freedom and responsibility, to show concern for employees' feelings
and needs, recognise creative work, encourage employees to provide feedback and
facilitate skill development (Amabile, 1998).

Creativity/innovation is truly enhanced when entire organisation supports it.
Structures in creative companies tend to be flexible, with few rules and regulations,
loose job descriptions, and high autonomy. Companies should adopt flat structures since
this enable for important decisions to be made at all levels. Organisational structure
refers to the way employees are organised into teams (informal or formal), and interact
within teams; the set of roles and goals of each team, and how it is being related to
organisational strategy.

3.3 Internal processes

They influence the company's capability of integrating information from different
s,ources and encouraging personnel to work together to generate innovation (Neely et
al., 2001). We assume that innovation, knowledge and human resource management are
the most important internal processes.

3.3. I Innovation management

Innovation management is defined as the set of managerial activities that together
aûempt to control the process of innovation. It can be described by the following
activities:

1. Technological integration. This refers to the integration between technologies
and the product-markets of the company and emphasizes the importance of
satisfying the customer with the innovations of any company - technology
development needs to be integrated with product development also at the
strategic level.
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2. The process of innovation. By this is meant the cross-functional process of
activities that create innovations across departments of the company.

3. Strategic technology planning. This refers to the planning oftechnology and/or
competence projects with the aim of maintaining a balanced portfolio of
technologies and/or competencies.

4. Organizational change. Innovation is closely related to organizational change.
Now matter how small or large the innovatior\ it will affect the organization
with needs for new knowledge, new markets, new employees and so on. Thus, it
is diffrcult to speak of innovation without considering organizational change.

5. Business development. Innovation should be seen as a means for creating new
and improved business for the company.

3.3.2 Human resource management

Organisational creativtty/innovation also requires companies to make strdegic
choices with regard to their human resources. Creative companies must explicitly strive
towards the attraction, dwelopment and retention of creative talent if they want to retain
competitive. Company should hire people who are knowledgeablq intelligent, creative
in their thinking processes and willing to work tenaciously to attain their goals (Brand,
1998). Hired people should have broader interests, are eager to learn and prepare to take
some risks. In order to develop and retain their employees companies rnust provide
sufiicient resources and training encouragement for developing new ideas, time to work
on projects and frnancial support.

Companies need people with different kinds of skills to succeed in all steps of
innovation process: idea generators who create new insights, information gateteepers
linked with knowledge sources, product champions who advocate adoption of new
practices, project managers who undertake the technical functions needed to maintain an
innovation project on track; and leaders who actively encourage, sponsor and coach
others to pursue innovation (Roberts, 1988). Innovative companies need innovative
people to work and cultivating innovators is one of the most important things that
companies can do to make sure that they lead and not lag change (Kanter, t 9e7).

If successful creativity and innovation can lead to manifold benefits for a company
there are important implications for training and development. The process of
stimulating creativity and innovation is fundamentally based on building the intellectual
capital within the company, that will yield the competencies and capabilities for
improved performance. In this respect learning organisation and the core activities of
training are important: needs identification, setting objectives, designing and delivering
content, getting feedback, evaluating results. Learning organisation, knowledge
management and training itself has a central role.

Communication and collaboration are well recognised factors in stimulating ideas
since individuals, groups and comp:rny can learn from each other only if they
communicate (Nonaka and Tekeuch, 1995). Thus cross-functional communication, by
means of internal communication or cross-functional teams, enables people to become
involved in all parts of the company and makes innovation useful to everyone.
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Openness, sharing and knowledge transfer are crucial factors in ensuring that ideas are
implemented into valuable organisational innovations, by increasing the quantity and
quality of information and helping people to gain different perspectives. The flow of
ideas across a company needs to be facilitated by participative management and
decision-making.

Creative ideas can arise from anywhere, at any time, but if managers seek to
harness creative individuals to foster innovation, they should not only provide a
company structure in which innovation ideas are encouraged to appear but also ensure
an appropriate reward system is in place. The range of rewards that innovators are likely
to value are important for a number of practical reasons such as their performance
attainment, retention and recruitment. Content of reward packages might include (Adair,
1990): stimulating contacts through colleagues able to provide intellectual stimulation;
the encouragement of creative individuals to take calculated risks since they response
well to this environment; the company should provide the freedom to innovators to
work in the broad areas that interest them, provided that the company's mission is
propedy focused and communicated: recognition since appreciation can be much more
important to the individual than money. It is important to create a culture of pride by
relating success stories and inspiring employees through charismatic leadership.
Individuals often want acknowledgement for contribution, recognition. power, or
independence as much as money.

3.3.3 Knowledge management

Knowledge management is often cited as an antecedent of innovation (Carneiro, 2000:
Dove, 1999). Knowledge comprises data, information and tacit knowledge. Knowledge
management is the management function that creates or locates knowledge, manages the
flow of knowledge within the company and ensures that the knowledge is used
effectively and efficiently for the long-term benefit of the company (Darroch,
McNaugton, 200la).

Before it can be managed, knowledge must first be created and applied in a
company. The knowledge creation process demands interaction and involvement of
people, technology and information. If a company wants to become a knowledge
organisatiorl it must start with quality training. Establishing a quality culture among the
people is greatly needed. When the management and employees acquire the general
understanding of quality concepts. it will initiate the organisational learning process,
which leads to continues improvement. If the company has already achieved a quality
standard, then knowledge creation could be achieved through promoting employee
creativity and excellence.

3.4 External environment

There is no doubt that the most important impact on innovation comes from the
company's capacrty to understand environment (business implications of technological
and market trends). Therefore, the main role of environmental analysis is to detect,
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monitor, and analyse those current and potential trends and events that will create
opportunities or threats to the organization. Managers require complete and updated
information and, according to their level of activity, they hope to rely on their
knowledge workers.

Companies make business in different environments. Environmental uncertainty is
characterized by the rate of change and innovation in the industry as well as the
uncertainty or unpredictability of the actions of competitors and customers. More
specifically, it is the )amount und unpredictability of change in customer tastes,
production or service technologies, and the modes of competition in the company's
principal industries (Ôzsomer et al., 1997). Environmental hostility refers to the degree
of threat to the company posed by the multifacetedness, vigor, and intensity of
competition and the cycles and swings of the company's industry. A hostile environment
is characterized by intense pricg product, technological, and distribution competitiorL
severe rqgulatory restrictions, shortages oflabor and/or raw materials, and unfavorable
demographic trends.

Behind the whole process of the successful innovation is the company foresight.
This is partially related to what Calantone and Li (1998) call market knowledge
competence. They define it as the processes that generate and integrate market
knowledge. The market knowledge competence in new product development is defined
as a multidimensional structure comprising three processes that generate and integrate
market knowledge: learning about customers, learning about competitors, the
marketing-R&D interfaces.

Learning about customers generates knowledge that allows a company to explore
innovation oppornrnities arising from emerging market demand and reduces potential
risk of misfitting customer needs. This process refers to the set of behavioral activities
that generate knowledge pertaining to customer current and potential needs for new
products. The process has three aspects: customer information acquisition,
interpretæioq and integration, as proposed by organizational learning theory (Huber,
lee l ) .

Cooper (1992, p. 124) identifies learning about customers a major contributor to a
company's new product advantage. Therefore the company's ability to conduct market
analyses is decisive for the company's consumer focus.

Market research results frequently produce negative reactions to discontinuous new
products (innovative products) that later become profitable for the innovating
companies. Companies which listened to their customers and provided more and better
products of the sort they wanted lost their position of leadership. Trott (2001)
mentioned two main reasons which limit the effectiveness of any market research. The
first is a high installed base effect. It is the massive inertial effect of an existing
technology or product that tends to preclude or severely slow the adoption of a
superseding technology or product. Switching costs may also be a significant
impediment to the adoption of a new consumer product. The second factor is
information symmetry. The low information symmetry between buyer and consumer
will limit the usefulness of any market research undertaken. Knowins what customer
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think is still very important, especially when it comes to product modification or
additional attributes.

Learning about competitors, on the other hand, enables a company to understand
weaknesses and strengths of rivals, and to create benchmarks for new product
development. From an information perspective, market knowledge generated from the
two processes creates an information asymmetry in favor of companies that are more
intensive in customer and competitor learning. This process refers to the set of
behavioral activities that generate knowledge about competitors' products and strategies.
Similar to customer learning it involves information acquisition, interpretation, and
integration. In a given product market, companies generally can be classified into one of
three positions: inferiority, parity, and superiority. In the first instance, a company is
inferior to its major competitors on key dimensions of product innovation, such as
technology ownership, resource control, and product characteristics (functions, forms,
performance). In the'second case, a company gains comparable footing on these
dimensions. In the third case, a company is superior to its major competitors. A
company with more competitor information can turn its knowledge to product
advantage in a number of ways.

The marketing-R&D interface is the process in which marketing and R&D
functions communicate and cooperate with each other. This process is critical because it
integrates knowledge about market needs with knowledge about how to create a product
to ûleet the needs. A close interfacing improves the prospect ofnew product acceptance
in the market, whereas lack of integration increases the degree of the mismatch between
market aeeds and what is developed. A close marketing-R&D interface allows a
cornpany tarealize its technological capability more efticiently.

Understanding external environment refers on technological trends, too.
Technological changes are sustainable or disruptive. The sustainable change
corresponds to a situation where a series of technologies replace one another within the
sarne type of S-curve, i.e. measured by the same performance param€ter over time.
Thus, the technologies can easily differ from one another, but many other things are
constant over time. Focus is typically on developing the technologies of which the
products consist in order to offer new generations ofimproved products as measured on
the same performance parameter as the old products (products that get lighter, stronger,
smarter). Even though products or processes are to solve the same problem as earlier,
new technologies may offer add-on features and new market opportunities. The speed of
technological changes is the most defining feature of how innovation management
sttould be carried out in the zustainable situation.

Disruptive changes appears when technology on which the products are based
changes disruptively, leaving the field open for an entirely new kind of products and
rendering the old products obsolete one stroke and de$roying entire industries in the
process. Because of the surprising nature of such changes, established companies in the
old industry rarely see the change coming and go under as a result of creative
destruction. The creative part of this process is that a new industry is created with new
companies taking advantage of the new situation. Christensen's empirical evidence
(1998) clearly shows that disruptive technological change favours new companies,
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v/hereas sustainable change favours established companies. The innovation process is

an implicit aaivity in the thinking of a very small number of key individuals applying
and building tacit knowledge and experience in the process. The innovators are
themselves representatives ofthe customers, thereby having a unique understanding of
the market side of integration. Strategic technology planning is not a formal activity at
all. Companies in this situation usually develop entirely nevi company.

4 Conclusion

Slovenian empirical studies regarding innovation were carried out in different
times, with different samples and mostly on macro level. There is no doubt that
Slovenian companies will have to attain innovative capabilities. The theory presented in
this paper will be translated into a form that can be tested by structural modeling using
data from Slovenian companies. The model is supposed to show some important
significant statistical relationships. The results of the empirical research will help
Slovenian managers better understand the most importad determinants of tlte
innovation, their interdependence as well as their influence on the competitive
advantage of the companies.
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